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Ways of Covering

A R A P H R A S I N G the well-known tional value which attaches thereto, several
quotation of "nothing succeeds like cases from actual experience, illustrating
success," it may be said, "Nothing illus- ways of covering, are reproduced below.
trates the application of a principle like a
The cashier and bookkeeper of a wholeconcrete case." The work of detecting
financial irregularities is complicated, ex- sale jewelry house perpetrated a shortage
acting, and must be carried on, often of about $8,000, through the interception
under troublesome conditions and mental of collections from customers, crediting
strain, with speed and sureness. Admit- certain customers' accounts without entedly it is trying work. But any amount tering the corresponding amounts in the
of abstract generalization will not convey cash book, and substituting certain checks
adequately, like actual cases, an idea of in place of currency when making deposits
the difficulties involved in this kind of in the bank.
In a clumsy attempt to bring the details
work. One fundamental fact must always
be kept in mind, namely, if there has been of the customers' debit balances into
a defalcation, there is strong likelihood agreement with the control certain acthat an attempt has been made to cover it. counts were charged with fictitious
The ways of covering are legion. As a amounts or existing charges were increased
matter of interest as well as for the educa- without any corresponding credits.
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The custodian also attempted to conceal
these manipulations during the audit by
watching the progress of the footing of the
cash book and inserting items credited to
customers' accounts but not deposited, in
blank spaces on pages where the footings
already had been checked. In some instances, where checks deposited to cover
shortages exceeded the amount of cash
abstracted, fictitious credits to customers'
accounts to adjust these differences were
made in the cash book.
In a few instances, cash was abstracted
without any effort being made until later
to cover the resulting shortage. Shortages in certain of the bank accounts were
covered by depositing therein checks received from customers without entry in the
cash book. Entries in the bank pass books
were altered to agree with the cash book
after the pass books had been balanced
"and returned by the banks and false copies
of deposit slips which showed amounts in
agreement with the receipts as entered in
the cash book were made for office files.
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An investigation of the accounts of an
oil company, for the purpose of determining
whether or not a shortage existed, revealed
the fact that the bookkeeper and cashier
was short about $5,000, and that the defalcation extended over a period of two
years.
The bookkeeper changed the
names of payees on checks and either
cashed the checks or deposited them in his
own bank account. The alteration was
made possible by the use of checks printed
on unprotected paper. The checks required the signatures of two officers of the
company. The bookkeeper prepared the
checks, had them signed, and, using ink
eradicator, changed the name of the payee
to his own name. At the end of the
month, when paid checks were returned
by the bank on which drawn, the bookkeeper, again using ink eradicator, changed
the name of the payee from his own name
to that of the original payee, eradicating
his own endorsement and forging the endorsement of the original payee. In other
instances it was found that the names of
payees had been changed but that endorseIn the case of a foreign sales agency of an ments had been forged.
American concern, it was found that during a period or ten months the manager
The first embezzlement of a bookkeeper
had misappropriated about $1,000 by who had control of company funds apparcharging to a "Duties account" amounts ently was the result of accident. A check
in excess of invoices rendered by the was drawn for $300 and certified for a paycompany's customs broker. The original ment that required either currency or a
invoices, for the correct amount of duty, certified check. Before delivery of the
were destroyed by the manager and check, the amount of the item was deterfraudulent invoices for increased amounts mined to be $304.17. The bookkeeper was
were prepared by him on genuine bill heads told to enter as a disbursement the $300
of the customs broker which he was able check which had not yet been entered, to
to obtain. Checks ranging in amounts draw a new check in the amount of $304.17,
from $321.75 to $1,354.04 were drawn to have it certified, and deposit the first check.
the order of the customs broker for the Both checks were entered on the credit side
amounts of the fraudulent invoices, and of the cash book and charged to vouchers
after forged endorsements had been exe- payable. Before the check to be deposited
cuted were cashed by the manager, who had been entered on the receipt side of the
then paid the customs broker in currency cash book, it occurred to the bookkeeper
the amount called for by the original in- that he had more than $300 in currency
voices, retaining the difference.
which he was to deposit. Instead of en-
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tering the check for $300 as a receipt, he
took $300 in currency from the deposit,
substituting the certified check in place
thereof. At the end of the month he overfooted the total column in the voucher
record in the amount of $300 and distributed the amount equally over expense
columns.
Early in the following year the bookkeeper, evidently encouraged by his success in the first instance, carried on a campaign of padded vouchers, duplicate invoices, and duplicate payments, through
which he covered abstractions of about
$2,000.
A shipping company and three coal companies, with their principal offices in New
York City, maintained a joint office and
supplies of coal at one of the southern seaports. In addition to coastwise and foreign
shipping and supplying coal to such carriers, the coal companies supplied coal to
various and sundry ships calling at that
port. The manager of the joint office was
also vice-president of one of the local banks.
He misappropriated over $100,000 of funds
belonging to the parties to the joint
arrangement.
The funds were fraudulently obtained,
by abstraction, by interception of receipts,
and by improper withdrawal of funds on
deposit. The larger part of the amount
was obtained through interceptions and
improper withdrawal, due no doubt to the
fact that the specific funds with which the
manager was charged were small in amount.
As to interceptions, the amounts so obtained came from unrecorded sales of coal,
the proceeds being deposited in a personal
bank account of the manager. In addition,
various sums intercepted came from drafts
issued by the masters of foreign vessels on
their owners, which drafts were made in
sterling and were sold by the manager to
the local bank which issued in payment
thereof cashier's checks to the order of the
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company which furnished the coal. These
cashier's checks were then deposited by
the manager in a personal bank account,
the credit being made possible by an arrangement through which the manager
carried an account at the bank in the joint
name of himself and the corporation.
Misappropriations arising through improper withdrawals were effected by drawing checks of one company to the order of
another company, marking the transactions as loans but depositing the checks
in the joint account of the manager.
The shortage was concealed in part by
using checks constituting disbursements of
one company as receipts of one of the other
companies, commonly known as "kiting,"
but to a large extent by overstatement of
bank balances in letters of certification
issued by the bank of which the manager
was vice-president. The amounts overstated sometimes ran as high as $45,000.
In other words, when the balance in the
bank was actually $38,000 the letter of
certification showed the amount as $83,000.
This deception was made possible by reason of the fact that the vice-president had
the letters of certification prepared by his
own stenographer, after which he signed
them personally.
The paying teller of a bank in a large
city was short $9,000. A bank examination
was in progress and the particular examiner
who was to count this teller's cash entered
the cage and was standing in the rear,
waiting for the teller to complete his proof.
The teller, realizing an exposure was imminent, made out a spurious check for the
amount of his shortage drawn on another
bank in the same city, signed by a fictitious
woman's name. This check was duly included in exchanges for the clearing house,
the teller's balance was found correct, and
the shortage remained undetected at that
point. The next day the defaulting teller
telephoned the bank on which the spurious
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check was drawn, saying that a woman
depositor had just telephoned, informing
him that she had the day before deposited
a check drawn on the wrong bank. The
defaulting teller advised the teller of the
bank on which the check was drawn that
he would send a messenger with funds to
take up the check in question when it
reached the drawee bank from the clearing
house. He according dispatched a bank
messenger with the necessary funds taken
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out of his own till, which by that time had
been released from control by the examiners, received the spurious check and
destroyed it. No evidence of the shortage,
therefore, came to the examiners by way of
returned checks and the shortage still
remained undisclosed. It was discovered
later during the course of the examination,
when suspicion, aroused by certain peculiar
entries in his records, was directed to the
teller.

